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1TR EASURY, DEPARTMENT OF
Sponsors o f  d e fin e d  b e n e f i t  p la n s  a re  p rov ided  guidance re g a rd in g  th e  i n t e r e s t  r a t e s
t h a t  may b e  u sed  f o r  c o m p u tin g  th e  p r e s e n t  v a lu e s  and  am o u n ts  o f  c e r t a i n  p la n
b e n e f i t s  in  IRS Advance N otice  87-20, w hich was is su e d  1 /21 /87 . The n o tic e  s t a t e s  
t h a t  N o tice  87-20 may be  r e l i e d  upon fo r  gu idance concern ing  p la n  y e a rs  beg inn ing  
a f t e r  12/31/84  and th a t ,  i f  fu tu re  guidance i s  more r e s t r i c t i v e  th a n  guidance in  
N otice  87-20, th e  fu tu re  g u idance  w i l l  n o t be r e t r o a c t iv e .  The n o tic e  p e r ta in s  to  
s e c t i o n s  4 1 1 (a ) (1 1 )(B) and 4 1 7 (e )(3 ) o f  t h e  I n t e r n a l  Revenue Code, a s  am ended by  
th e  Tax Reform A ct o f  1986. N otice  87-20 i s  scheduled  to  be p u b lish e d  in  In te r n a l  
Revenue B u l l e t i n  No. 1987-6 , d a te d  2 /9 /8 7 . F o r f u r t h e r  in f o r m a t io n  c o n ta c t  th e  
IRS P u b lic  A f fa ir s  o f f i c e  a t  202/566-4024.
New l im i t a t i o n s  on q u a l i f i e d  p la n  c o n tr ib u tio n s  and b e n e f i t s  under s e c t io n  415 o f  th e  
I n te r n a l  Revenue Code, m andated by  th e  Tax Reform A ct o f  1986, were th e  s u b je c t  o f  
Advance N otice  87-21 is su e d  by  th e  IRS on 1/21/87. The N o tice  p ro v id es  guidance 
in  a  q u estio n -an d -an sw er fo rm at. A ccording to  th e  agency, u n t i l  f u r th e r  guidance 
i s  p u b lish ed , th e  guidance p ro v id ed  by th e  q u e s tio n s  and answ ers may be r e l i e d  on 
t o  d e s ig n  and  a d m in i s t e r  p la n s .  I f  f u t u r e  g u id a n c e  i s  i s s u e d  w h ich  i s  m ore 
r e s t r i c t i v e  th a n  th e  guidance in  N otice  87-21, th e  IRS s ta te d ,  i t  w i l l  be a p p lie d  
w i th o u t  r e t r o a c t i v e  e f f e c t .  Many a r e a s  o f  t h e  ch an g es  i n  t h e  l i m i t a t i o n s  on 
b e n e f i ts  and c o n tr ib u tio n s  under s e c t io n  415 a re  n o t ad d ressed  in  th e  N o tice , th e  
IRS ex p la in ed , and f u r th e r  gu idance w i l l  be  p rov ided  a t  a  l a t e r  d a te . N o tice  87- 
21 i s  scheduled  t o  be p u b lish e d  in  I n te r n a l  Revenue No. 1987-6, d a te d  2 /9 /87 . For 
f u r th e r  in fo rm a tio n  c o n ta c t th e  IRS P u b lic  A f fa ir s  o f f i c e  a t  202/566-4024.
C e r ta in  te c h n ic a l  s e rv ic e  s p e c i a l i s t s  w i l l  n o t a u to m a tic a l ly  be co n v erted  from
independent c o n tra c to r  s t a tu s  t o  employee s ta tu s  fo r  income and employment ta x
p u rp o s e s  u n d e r  t h e  Tax R eform  A c t o f  1986. IRS N o tice  87-19 e x p la in s  t h a t  a
t e c h n i c a l  s e r v i c e  s p e c i a l i s t  who w as t r e a t e d  a s  a n  in d e p e n d e n t c o n t r a c t o r  f o r  
employment ta x  purposes b e fo re  t h e  1986 A ct w i l l  co n tin u e  t o  be recogn ized  a s  such 
i f  t h e  s p e c i a l i s t  i s  a n  in d e p e n d e n t  c o n t r a c t o r  u n d e r  th e  common law  s ta n d a r d s .  
P r io r  t o  th e  A ct, a  tax p ay e r who had  a  reaso n ab le  b a s is  fo r  n o t t r e a t i n g  a  w orker 
a s  an employee cou ld , under c e r t a in  c ircu m stan ces , co n tin u e  t h a t  t re a tm e n t w ith o u t 
i n c u r r i n g  -em ploym ent t a x  l i a b i l i t i e s .  Now, i f  c e r t a i n  t e c h n i c a l  s e r v i c e  
s p e c i a l i s t s  a r e  em p lo y ees  o f  a  ta x p a y e r  u n d e r  t h e  common law  s ta n d a r d s ,  th e  
tax p ay e r w i l l  be l i a b l e  fo r  employment ta x e s . Cases covered  a r e  th o se  in  w hich a 
tax p ay e r a rra n g es  w ith  a n o th e r p a r ty  fo r  a  te c h n ic a l  s e rv ic e s  s p e c i a l i s t  such a s  
an  e n g in e e r ,  d e s ig n e r ,  d r a f t e r ,  c o m p u te r  p ro g ram m er, s y s te m s  a n a l y s t  o r  o th e r  
s im i la r ly  s k i l l e d  w orker t o  p ro v id e  s e rv ic e s  t o  th e  o th e r  p a r ty . The au to m a tic  
w aiver o f  p e n a l t ie s  p e rm itte d  in  some ca se s  fo r  em ployers who do n o t make t im e ly  
d e p o s its  o f  th e  em ployer's sh a re  o f  s o c ia l  s e c u r i ty  ta x e s  due under s e c tio n  1706 
o f  th e  A ct w i l l  be a p p lic a b le  o n ly  fo r  d e p o s its  t h a t  a re  due fo r  th e  f i r s t  q u a r te r  
o f  1987 and  a r e  a c t u a l l y  made by  4 /3 0 /8 7 . T e c h n ic a l  s e r v i c e  s p e c i a l i s t s  now 
co n sid e red  em ployees fo r  employment ta x  purposes m ust fu rn is h  a  Form W-4 t o  t h e i r  
em ployers. N otice  87-19 i s  scheduled  fo r  p u b lic a t io n  in  I n te r n a l  Revenue B u lle t in  
No. 1987-6, d a ted  2 /9 /87 . For f u r th e r  in fo rm a tio n  c o n ta c t th e  IRS P u b lic  A f fa ir s  
o f f ic e  a t  202/566-4024.
"In  th e  coming y e a r  tw o o f  o u r p r in c ip a l  g o a ls  w i l l  be im proving com m unications w ith
ta x p ay e rs  and doing e v e ry th in g  we can  t o  keep  p ro fe s s io n a l  s tan d a rd s  h ig h  — on
b o th  s id e s ," IRS Com m issioner Lawrence Gibbs r e c e n t ly  s a id . Speaking a t  th e  Los
A n g e les  C h a p te r  o f  th e  C a l i f o r n i a  S o c ie ty  o f  CPAs "Tax N ig h t"  on 1 /1 2 /8 7 , 
Com m issioner Gibbs to ld  th e  group t h a t  an "uninform ed p u b lic  i s  more o f te n  th a n  
n o t a  h o s t i l e  p u b lic  and t h a t 's  no way t o  encourage com pliance w ith  th e  ta x  law s." 
H e lp in g  t o  im p ro v e  c o m m u n ic a tio n s  w i l l  b e  " O p e ra tio n  L in k ,"  G ibbs s a i d ,  a  new 
program  fo r  p ro v id in g  " d ir e c t  c o n ta c t fo r  ta x  p r a c t i t io n e r s  to  problem  re s o lu t io n  
o f f i c e s "  th ro u g h  s p e c i a l  m a i l in g  a d d r e s s e s  and , in  an  em erg en cy , te le p h o n e
2num bers. In  a d d i t i o n ,  t h e  IRS i s  i n  t h e  p r o c e s s  o f  a n a ly z in g  t h e  r e s u l t s  o f  i t s  
f i r s t  na tio n w id e  p r a c t i t i o n e r  su rvey  and in  1987 w i l l  conduct a  g e n e ra l purpose 
p u b l i c  o p i n i o n  p o l l ,  t h e  C o m m is s io n e r  s a i d .  R e g a r d in g  p r o f e s s i o n a l  
r e s p o n s ib i l i ty ,  G ibbs s a id  t h a t  th e  agency was in  th e  m id s t o f  d is c u s s in g  proposed 
s tan d a rd s  fo r  p e rso n s  q u a l i f i e d  t o  p r a c t ic e  b e fo re  th e  IRS and T reasury . He no ted  
t h a t  t h e  d e a d l in e  f o r  com m ents on th e  p ro p o s e d  s ta n d a r d s  i s  2 /1 3 /8 7  and s a id ,  
"w e're  look ing  fo r  c o n s tru c tiv e  a l t e r n a t iv e s  n o t n e g a tiv e  feedback."
A p p e a rin g  th e  n e x t  day  b e f o r e  t h e  U n iv e r s i ty  o f  S o u th e rn  C a l i f o r n i a  3 9 th  
Annual I n s t i t u t e  on F ed e ra l T axation , Com m issioner Gibbs spoke ab o u t th e  agency 's 
p r o g r e s s  on im p le m e n tin g  th e  Tax R eform  A c t. "On O c to b e r  2 3 ,"  h e  s a i d ,  "we 
id e n t i f i e d  76 e a r ly  a c t io n  ta x  re fo rm  item s."  As o f  1 /12 /87 , he  co n tinued , "we 
h av e  g iv e n  g u id a n c e  on a p p ro x im a te ly  o n e - t h i r d  o f  th em . I n  a d d i t i o n ,  we h a v e  
p u b l i s h e d  g u id a n c e  c o n c e rn in g  s e v e r a l  o t h e r  i te m s  t h a t  h a v e  b e e n  s u b s e q u e n t ly  
i d e n t i f i e d  a s  p r i o r i t y  i t e m s . . . I  d o n 't  t h i n k  i t ' s  an  o v e r s ta te m e n t  t o  s a y  t h a t  
we've made re s p e c ta b le  p ro g ress ."  R e fe rrin g  to  th e  law 's  in c re a s in g  r e l ia n c e  on 
p e n a l t i e s ,  G ibbs com m ented t h a t  p r a c t i t i o n e r s  "have e x p re s s e d  c o n c e rn  t h a t  
p e n a l t i e s  p o is o n  th e  a tm o s p h e re  o f  t a x  a d m i n i s t r a t i o n  b e c a u s e  th e y  s e t  up  an  
a d v e r s a r i a l  s i t u a t i o n . "  He s y m p a th iz e d  w i th  p r a c t i t i o n e r s  who may be  confused  
a b o u t d e f in in g  t h e i r  r e s p o n s i b i l i t i e s  " v is  a  v i s  150 p e n a l t y  p r o v i s io n s , "  b u t  
s a id ,  " c o n s id e r  t h e  a d m i n i s t r a t i v e  c h a l l e n g e  w e 'r e  f a c in g ."  The b o tto m  l i n e ,  
G ibbs s a id ,  " i s  t h a t  we d o n 't  c o n s id e r  p e n a l t i e s  a  c u r e - a l l .  And we a r e  a s  
concerned as  you a re  abou t th e  e f f e c t  o f  p e n a l t ie s  on ta x p ay e r b ehav io r."  Gibbs 
q u e s t io n e d  w h e th e r  t h e r e  w as enou g h  r e l i a b l e  e v id e n c e  a b o u t  t h e  e f f e c t  o f  a  
p e n a lty  on an in d iv id u a l  ta x p a y e r 's  subsequent b eh av io r o r  abou t th e  cu m u la tiv e  
e f f e c t  on t h e  t a x  s y s te m  o f  su c h  a  v a r i e t y  o f  p e n a l t i e s  an d  t h e i r  h ig h  d o l l a r  
am o u n ts . " I  c an  t e l l  you  t h a t  w e 'r e  c h e c k in g  t o  s e e  w h a t t h e  f a c t s  do t e l l  u s ,"  
Gibbs s a id , and h e  p rom ised  t o  sh a re  t h a t  in fo rm a tio n  w ith  p r a c t i t io n e r s  and w ith  
"our f r ie n d s  on C a p ito l H ill ."
SPECIAL: BILL AMENDING PROMPT PAYMENT ACT INTRODUCED IN  SENATE
S m all b u s in e s se s  a re  h a rd e s t  h i t  by  l a t e  governm ent paym ents, Sen. Jam es S a sse r  (D-TN) 
s a id  i n  in tro d u c in g  l e g i s l a t i o n  which w ould " e l im in a te  th e  a m b ig u itie s  and c lo s e  
t h e  lo o p h o le s "  i n  th e  P ro m p t P aym en t A c t o f  1982. The m e a su re , S. 328, w as 
in tro d u ced  1 /20 /87  and i s  e n t i t l e d  th e  Prom pt Payment A ct Amendments o f  1987. The 
b i l l  i s  i d e n t i c a l  t o  S. 2479, th e  P rom pt P aym ent A c t A m endm ents o f  1986, w h ich  
passed  th e  S en a te  in  th e  c lo s in g  days o f  th e  9 9 th  Congress. S. 2479 was n o t a c te d  
upon b y  th e  House. S. 328 c l a r i f i e s  p r o v i s io n s  o f  th e  P rom pt P aym ent A c t w h ich  
re q u ire  th e  F e d e ra l governm ent t o  pay  i t s  c o n tra c to r s  by th e  due d a te  s p e c if ie d  in  
th e  c o n tra c t  o r  w ith in  30 days in  th e  absence o f  a  c o n tra c tu a l  due d a te . The b i l l  
s t a t e s  t h a t  l a t e  p ay m en t i n t e r e s t  p e n a l t i e s  w i l l  b e  p a id  a u t o m a t i c a l l y  and  
p r o v id e s  f o r  in c r e a s e d  p e n a l t i e s  i n  th e  e v e n t  t h a t  ag en cy  p e r s o n n e l  a t t e m p t  t o  
w ith h o ld  a  l a t e  payment i n t e r e s t  p e n a lty . The l e g i s l a t i o n  a ls o  g ra d u a lly  phases 
o u t  th e  1 5 -d ay  g ra c e  p e r io d  d u r in g  w h ich  th e  A c t a l lo w s  th e  g o v e rn m e n t t o  make 
l a t e  paym ents w ith o u t in c u rr in g  a  l a t e  paym ent i n t e r e s t  p e n a lty . The m easure i s  
e x p e c te d  t o  b e  r e f e r r e d  t o  th e  S e n a te  G o v ern m en ta l A f f a i r s  C o m m ittee , o f  w h ich  
Sen. S a sse r  i s  a  member.
SPECIAL: CHAIRMAN AND MEMBERS OF SENA TE SECURITIES SUBCOMMITTEE SELE CTED
Sen. Donald W. R ieg le , J r .  (D-MI) i s  th e  new chairm an o f  th e  S ena te  Banking, Housing,
and Urban A f f a i r s  Subcom m ittee on S e c u r i t ie s .  He succeeds Sen. A lfonse  M. D'Amato
(R-NY). The new Ranking M in o rity  Member fo r  th e  p an e l i s  Sen. W illiam  A rm strong 
(R-CO). O ther s e n a to rs  s e le c te d  t o  se rv e  on th e  S e c u r i t ie s  Subcom m ittee by  p a r ty  
l e a d e r s  a r e :  Sen. W ill ia m  P ro x m ire  (D-W I), Sen. A lan  C ra n s to n  (D-CA), Sen. J im
 S a s s e r  (D-TN), Sen. T e r r y  S a n fo rd  (D-NC), Sen. R ic h a rd  S h e lb y  (D-AL), Sen. 
C h ris to p h e r Bond (R-MO), Sen. J ohn  Chafee (R-RI), Sen. C hic Hecht (R-NV), and Sen. 
D'Amato.
3SPECIAL: LEADERSHIP ON  FINANCE AND WAYS & MEANS COMMITTEES ANNOUNCED
Form er S enate  F inance Com m ittee Chairman Bob Packwood (R-OR) h a s  been s e le c te d  t o  be
t h e  C o m m itte e 's  Ranking M in o rity  Member in  th e  100th  Congress. A ccording to
Finance Committee s t a f f ,  rank ing  m in o r ity  members have been named fo r  th e  p a n e l 's  
su b c o m m itte e s  a s  f o l l o w s :  S u b co m m ittee  on I n te r n a t io n a l  Debt, Sen. W illiam  V. 
R oth , J r .  (R-DE); S u b co m m ittee  on P r i v a t e  R e t i r e m e n t  P la n s  and O v e rs ig h t  o f  th e  
IRS, Sen. Jo h n  H einz  (R-PA); S u b co m m ittee  on E n erg y  and  A g r i c u l t u r a l  T a x a tio n , 
Sen. Malcolm W allop (R-WY); Subcom m ittee on H ealth , Sen. David D urenberger (R-MN); 
Subcom m ittee on I n te r n a t io n a l  Trade, Sen. John D anforth  (R-MO); Subcom m ittee on 
S o c ia l  S e c u r i ty  and  F a m ily  P o l ic y ,  Sen. Bob D ole (R-KS); and , S u b co m m ittee  on 
T axation  and Debt Management, Sen. John H. Chafee (R-Rl). Democrats in  th e  Senate 
made t h e i r  s e le c t io n s  fo r  chairm en l a t e  l a s t  y ea r (see  th e  12/22/86 Wash. R pt.).
On th e  House Ways and Means Com m ittee, Reps. Dan Rostenkow ski (D-IL) and John 
J .  Duncan (R-TN) w i l l  se rv e  a s  Chairman and Ranking M in o rity  Member, re s p e c tiv e ly . 
The f o l lo w in g  in d i v i d u a l s  h a v e  b e en  named t o  s e r v e  a s  c h a irm e n  and  r a n k in g  
m in o r i ty  m em bers  r e s p e c t i v e l y  f o r  th e  su b c o m m itte s  o f  th e  Ways and Means 
C o m m ittee : S u b co m m ittee  on H e a l th , Rep. P e te  S ta r k  (D-CA) and  Rep. W i l l i s
G ra d iso n  (R-OH); S u b co m m ittee  on  O v e rs ig h t ,  Rep. J . J .  P ic k le  (D-TX) and  Rep. 
R ic h a rd  S c h u lz e  (R-PA); S u b co m m ittee  on P u b l ic  A s s i s ta n c e  and U nem ploym ent 
Compensation, Rep. H arold Ford (D-TN) and Rep. Bank Brown (R-00); Subcom m ittee on 
S e l e c t  R evenue M easu res , Rep. C h a r le s  R an g e l (D-NY) and Rep. Guy V ander J a g t  (R- 
MI ); Subcom m ittee on S o c ia l S e c u rity , Rep. Andy Jacobs (D-IN) and Rep. B i l l  A rcher 
(R-TX); and  S u b co m m ittee  on T rad e , Rep. Sam G ibbons (D-FL) and Rep. P h i l i p  C rane 
(R -IL ).
For  fu rth er  in form ation  con tact S h ir ley  Hodgson or  Joseph P e t ito  a t  202/872-8190.
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